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* ' ..-ABSTRACT 



* Eldefly and handicappe<i pfer^^ons currently .r$ce'ive spfecial transportation 
assistance through a variety of programs at fede^ral, st^te,^and local levels 
of government. .The different agencies administering these pjrogtams tend to * 
work -independently of one another, ofteh duplicating transportation facilities 
and incurring unneqessary costs. User-side subsidies offer, |a means 'fot re- 
ducing the^costs* of .current transportation programs for t>he elderly and handi- 
capped by placing -^the subsidy funds directly in the hands of the users and 



enc6uraging them to select -the providers of their choice. / This paper ^^scribes 
the applicatiok"af^1±re"Uset^=v5l^te'^^ approach in selected urban areas, and 

discusses, some of the o^bstacles ,to more widespread use of this technique. It 
is concluded that by earmarkirig^funds' for certain provider types and foi; certain^ 
types of transportation expenditures, legislators have created sari<5us barrios 

to the provision of efficient feranspof tation services for the elderly and . 

. ♦ •> » , . . ' * * 

handicapped, fiven with these legislative ^^cqn'straints, however, agencies ad- 
ministering transportation pro*grams could^reduce transportation costs signifi- 
cantly through greater use of the user-side subsidy technique. 



iTRODUCTION 



Numerous public progratos^t federal^ state. and 'local levels of govem- 
^ ment currently provide funds which can be .used Jo-r -ijniprovirlg the mobility of 
elderly and ^handicapped persons. These programs typicaliy^eannark transj. 
portation funtis in four different ways: , 

• by the client group which can receive assistance, ^ 

• by the particular services the. client group can obtain with 
the-^assistance, ^"^^ 

• by tt^e organizations which can provide the services, and 



^ • \ by /'the transportation capital or' opera^i:ng''"e3cperises for which , 
"the^ assistance can be used. 

/ ' . . ^ 

Unfortunately, the criteria ^lised ' for earmarking funds vary gteatly between 

i ' ' c 

programs, arid the agencies administering the programs oftto work independSixtly 

of one another with little coordination of objective^ and 'resources . 



The General Accounting Offic> recently informed the .Select ^Committee on 

, Aging of the U.S. House of Representatives ph^t at the federal .level alone,* 

*^ ■ ' 1/ 

there are over 100 programs that ptovide assistance to the elderly.- . State 

arid local, governments have a variety of additional "programs of thteir^own^ ' V 

* Many of these programs provide for transportation assistance to improve"^" ac- 

cess for the elderly to particular ser^ces such as medicai care -and recrea- 

tion. Since improved mobility is an implicit rather than explicit objective 

of thege programs,' the actual expenditures 'on cranspgrtation services under 
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the 'programs are rarely accumulated as a separate item. As a result, it i^ 
virtually impossible at present to estimate the level bf public , expenditure 
^on transportation for the elderly and handicapped. There is no doubt, how- 
, ever, that these expenditures are substantial and growing^. 

^ . One federal~program^ for which improved mobility for the elderly and 
handicapped is an explicit' objective is that administered by the Urban Mass 
Transportation Administration (UMTA) and /the Federal Highway Administration 
' (FHVZA) of the U.S. Department of Transportation (DOT). The regulations for 
this program u-se the term "elderly and handicapp/ad persons" to mean: 



<3 



^'those individuals who, by reason of ^illness. Injury^ a^ge, congenital 
malfunction, or other permanent or temporaxy*^ incapaci i a y " k)^ disability, 
including .those with semi-ambulatory capab^ities , ifi re, unable with* , 
out special facilities or special planning or design to utilize mass 
transportation facil.ities and services as effectively as persons who 
are not so ^fect:ed/'2^/ 



The client group for this program, then,* is composed of persons who have dif- 
fijpulty using mass transportation facilities^ because of disabilities. By 
comparison, certain other federal prograpis define the elderly as those persons 

above a certain age, such as 60. or*65, while still other programs limit as- 

. * .o ' " 3/ ^ 

sistance to those elderly and handicapped below ascertain income level."" 

• ; : r \ '- ' ' ^ 

The DOT program for the elderly and liandicapped provides assistance only 

% * - ' 

. ' * - 

for those transportation services which qualify as "mass transportation"; 
. services i^hich*are shared-ride and available to the public on a regular and 
. continuing basis. Exclusive'-ridfe taxicab services and services restricted 



2 /•* ■ • • * 

U.S. Department of Transportation (1976). 
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to a particular organizational or institutional clientele apparently could 
not receive DOT assistance, for example. Other federal programs restlrict - 

t;jansp6rtation assi?stancV to certain Tcinds of trips, "Wh ^s those to and from 

4/ ' 

medical or educatiqoftt facilitifes.*^: ^ , ♦ ^ * 



In addition to restricting the public transportation services eligible r 
for assistance, the DOT program has certain restrictions on the kinds of or - 
ganizations which can receive the atssistance and provide the services. Section 
16(b)(2) of the Urban Mass Transportation Act provides for ^ssdBstance to pri- 
va¥i non-profit corporations and associations without the labor protection 
conditions which are required under other sections of/the Act. During fiscal 



year l975^over $20 milliohjwas disbursed utide^ Section 16(b)(2) to* 1,031 nbn- 
profit agencies throughout the U,S, -for equipment to be used i'n providing 
^transportation services to elHerly and handicapped persons^.— Tl^is assistance 
is not available to public transit systems or to private, for-profit taxicab 
operators, though these and other mass transportation providers can receive • 
assistmce under Sections 3-and 5 of the Act. 



Programs funded by DOT and othei> agencies also restrict considerable ' 
f}.naricial assistance to' capital * as oppose,d ^to operating expenses incurred by 
transportation providers,. Under Section 46(.b) (2) of the Urban Mass Transpor- 

tation Act, for example, a 'non-prof it, agency can obtain financial assistance 

- . , • ,^ \ 

for vehicles.. and other equipment, but cantiot obtain assistance fqr expen§^ 



- . 'Ibid. . - , • \ . ' , , 
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. incurred in operating the equipment. The Medicaid program (Title XIX of the 
Social Security Act)>on the other hand, prohibits the use of funds for equip- 
ment purchase, but allows the purchase of taxi or trans i't service^ for medical 
tri'ps.-^^ -^^ ' ' ' ^ .w - . • ' 



m The variations in criteria 5or .earmarking transportation assistance d-is- 

cUssed above are merely illustrative of ^the enormous range of statutes, and 

i;egulations which govern public programs concerned with improving the mobilit;^ 

of jihe elderly and handicapped. These complex constraints create a number of 

.pbstacles to the efficient and effective delive^ry of 'transportation assistance 

to those in need of it. An analysis by Tye (1973) eoncluded that restricting" 

V . < * 

transportation assistance to capital expend it,ur*es e'tfcourages premature replace- 
i ' . • * ^' * • 

ment of capital equipment and inadequate raaintenanoie. ^ Kirby (1975) Suggests 
that earmarking funds 'for non-profit proviciers under. Section 16(b)(2) of the 
Urban Mass Transportation Act ^^may jeopardize the financial viability of. for-' 
profit providers currently serving the, elderly -arfd handicai)ped," And the- 
tendency of the different administrative agencies to establish indepenSent 
transportation «ervic63^for their particular" client groups often leads to un- 

" 77 • ' — 

necessary duplication of facilities and services,— , . ^ * 

There is widespread recognition tbat 'greater efficiency and effectiveness 
are badly. needed in programs providing transportation assistance* to th§ el4erjy 
and handicapped, and a number of agencies have already initiated e'fforts to 
'streamlirie administrafive procedures and eliminate unnecessary dyplicatic^n. 



6/ • t - . 
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In our judgment, the crucial element for efficiency and effectiveness in 
transportation assisfcaijice programs is th,e subsidy technique used to disburse 
the program- funds. This paper is concerned with the relative merits of -dif- 



ferent subsidpr techniques which can be employed to improve the^mobility *of 

" '■ : • . ' • • • 

the elderly and handicapped, and with the various restrictions on aublic pro/- 
— ■ ■ ' . , V 'A ' '« 

grams whic\h influenc.e ©r dictate the techniques chosen by local agencies. 



The paper distinguishes between two* "general categofies of subsidy tech- 
niques: "provider-side subsidies" paid directly to transportation providers 
for the provision of certain specified services, and "user-side subsid;ies" 
paid directly to transportation users^in the orra of transportation tickets 
or vouchers sold at a discount. It is argued that ^in general the user-side 
.category of techniques of fers* greater efficiency and ^flexibility , than the 
providet-side category, and that, to the extent permitted by statutes* and regu- 
lations, administrative agencies should endeayor to disburse funds ^through user- 



side tQch*niques. It is f^rther argued that statutes and, regulations which pre- 
elude user-side subsidies by^ res trie ting, financial ^assistance to certain classes 
of providers or to tertain types of transportation expenses are major barriers 

\ J • F 

to efficient use of- the assistance-;* ^d should be relaxed through regulatory re- 
vision or, where necessary, legislative amendments* ^* . . ^ 
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USER-SIDE SUBSJPniS. FOR TRANSPORTATION S ERV ICES 



The subsidy techniques available to agencies administering transportation 

f 

assistance programs can be classified into two general categories; proxrider- 

side subsidies, and user-side subsidies. Provider-side subsi'dibL arel 

^ '"those for which the subsidy is paid directly to the transjiori?af ion' 
provider (such as a transit -authority or- a taxicab operator), for 
offering certain specified services at' fares which produce insufficient 
total revenues to cover the prc3vider * s "costs/V8/ ^ \ ^ 

User-side subsidies are ^ 

"those for which certain * target^ group* users are permittedl to pur- 
chase transportation 'vbuchets* at a price substantially below the 
value of the. vouctiers to the transportation providers.' Th^ users 
exchange these vpuchers for transportation services, and the trans- 
pbrtationv providers then redeem, the A^ouchers^ from the. public agency 
at; values agreed to in advance..^' 9/ ^ ^ ^ 



The "vouchers" associatedjwith the user-sidfe subsidy category may be any 
kind of ticket, stamp, or credit card which can be used'to proyjide evidence that 
trips have been made. The purpose of the vouchers is simply to 



provide the' in- . 
payment due to 
d counter, can 



formation needed by the funding agency to determine the correct 
the prpviders. (In fact, if some other means such as a^n bn-boa 
be relied'* upon* f of recording this. information, it may be possib 
any physical voucher altogether.) The price «the users pay'for 
service can be a fixed amount per 'trip or a percentage of the ijegular fare, and 
can range from, zero up to the full fare. The users will normally make ,their 



Le to do without 
transpprtation 



payments either by purcliasing 



rcliasing ticket^ in \dvartce 



e and handing tjbieni to the 



i/ 

5/ 
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providers at the time' a trip Us made, or by paying casft at the time of th^ 
tpip and signing a charge slip o^r voucher for the remaiAder of the feCve. 

Ensuring that subsidy funda paid to the prbviders corrBspond to trips ac- 
tually made by^jmembers of the client group' is a major administrative concern, 
for user-side subsidy schemes • Fraud can arise, of course, if reduced rate , 
tickets areyused by' ineligible 'persons or if providers find some way of ob- j 
taining and redeeming unused tickets, ^If is well* known that some government 
programs such as Medicaid and the food stamp program which' employ the user-side 
subsidy technique have encountered some difficul\{:y in ^his regard. However, 



» experience to date with user-side subsidies for public transportation suggests 
that, fbr the following reasons-, fraud is unlikely to be a serious problem: 

• programs can be administered at tl:^ local level with close 
•s^tutiny ovev ticket use by each ^Pividual member of the 

- client groups » • " 

• providers are usually relatively small, competing businesses 
and highly dependent otj local "good will" for their liveli- 
hoods, Th^y can ill afford to jeopardize their Standing' in 
the community by association with .fraudulent activity. 



♦ • «. 

The u^er- side ^subsidy approach 'is not as common in transportation programs 

«> 

as in other social service areas such as medical care, nutrition, and even^ 
^housing. If proper administrative procedur.es can be developed, however, user- ^ 
side subsidies offer many important advantages over the, more' traditional pro- 
vider-side approaches of capital grants, deficit! coverage, and. purchase of 
service contracts, ^ * - * 



A "pure" user-side subsidy is based on the economic tenet of supply and 
demand operating in a fre^-entry, competitive market. By lowering th6 cost of 
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service to certain users/it stimulates demand and relies on this increased 
demand j:o generate a response in the supply of services. ^ ProvjLders are ex- 
pected to compete to attract users in order to "earn" their subsidy^ Unlike » 
many provider-side subsidy schemes, the transportation providers cannot take 
user-side subsid^esjEor granted and l^ve an incentive to operate as efficiently 
as, possible. In a totally -free market situation, the usei;-side subsidy should 
result in the providers* of fering Nhigh quality service at the lowest cost pos- 
sible. Where public transportation fares are fixed by public regulatory bodies,* 
.the user-side subsidy should generate a healthy service-oriented competition 
^mong provicfers. ^ ' 

* ♦ 
The user-side subsidy also offers administrative flexibility to program 

agencies ifi specif/ing the uses of subsidy funds: who will be .subsidized, at 

what level, and for what kinds of trips. By limiting the sale and use of 

tickets to members of a particular client .group, identified by means of a special 

ideivtificartion card, an agency can limit the use of^s funds -to trips ma<Je by 

members of that group. ^ Overall program cosfs^ can bfi cfontrolled by limiting the 

total number of *tfickets sold,^ Boiihds can also'^be placed on use by individuals 

in the client group by limiting the number "of * tickets sold' to each p'erson 

> . . , . * ; . r ^ 

(possibly coding the tickets with the person ^.s ideiitif ication number to ensure 
that tickets are not passed from one individual to another). Some cities have 

also limited the use of ticfljets to. certain trip purposes, such as shopping or 

i \ ^ < 

medical trips, though restrictions of this type may^ be difficult to enforce 
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• Perhaps the major 'advantage of user-side suijsidies over provider-side^ sub- 
s±dl6s .for programs aimed at particular-client groups is that the resources of 
different funding agencies can be used conveniently without/ unnecessary duplica- 



tion\of transportation facilities. It is difficult to limit funds to one 
par4:icxslar client group through provider-side subsidies without establishing 
or «ontra<^ting fot services designed exclusively for that group. Through user- 
side subsidies, however, a certain level jof subsidy can easily be provided for 
one client group on/ services which may be available .at a different level of' ' 
subsidy to a secbhd client group and at no subsidy at all to tb4 community at 
lar^e.^ Each aafency can simply dislx^bute ticket^ to its own particular client 
group under conditions consistent with\fae agency's program objectives.* An 



elderly person might use a ticket to obtain a'' shared taxi ride at half fare, 
for exampl^, and share the cab with a disabled person wbcrtrefes a different 
..ticket and pays no. fare at all. \ ^ 4 



APPLICATIONS OF USER-SIDE^SUBSIDIES /TO DATE * ' * \' 



User-side Subsidies' have been employed to some degree in public transpor- 
tation, though €ew applications have been monitored carefully enough, to peinnit 
> a comprehensive evaluation of the adminisbrative costs and of the quality of ' 
^services obtainecj by client groups ^6m the ptoviders^ The' Medicaid program 
has been subsidizLing taxicab rides fo.r its clients for some" time, and several 
'Communities have usedi» discretionary f&nds to ixKSti^ut^e^^r^^ subsidy schemes 
^/J^^^^"^ ^'^^^^ groups. jMore recently, 'the U.S. Urba» Mass Transportation 
Administration has been "(J^eloping a series of demdristrktion projects designed . * 
to test the user-side ^ubsidf* technique 'in> variety of irjj^jtitutional, a:nd'op^^ '/'-^^ 
erational settings v r^'K^ ^ - - ^ ; ^ t>4^ / , • 



In Los Gatos, California, a ''small cjTi^ of '23,735 pe^fple, elderly'' and dis 



abled residents may.- purchase a maic'imum of 10 taxicab- tickets a mont^ff^at a cost 
of 50 c per ticket. They can. use one ticket per' trip 'anywhere' x^lthin th^ city 
diinits. For each ticket used the city reimburses the taxi operator $2aa^out 
o£ revenue sharing funds.' In order to obviate' potential cash flow problems for 
the taxicab-^pperator,- the city pays. the operator a monthly advance based on, 
average ticket usage. The program seems to have wofked well, though nl^ formal 
evaluation Ijas been^carried out.^ ' ' 

^ /r In December 1974, the Cityof Oak Ridge, Tennessee, started, selling ticket^ 
,for 25^0 each to persons 60 years of age and over. Each ticket can be used in 
lieu of up to^$1.00 of 'the fare for- a taxi^ride, with the user paying any. re- 



mamder over $1.00. For each ticket turned in by t<he fcaxicab operator, the ' 
City pays'gOc On those rides with ^res less than 90<: the tafci operator mikes 
a small profit, while on those over 90.^ he sustains a small loss. The -City " 
apparently considers the program ampng 'its most successful. - " . 



• It is important to note that sale of tickets to users at reduced rates dS^ 
not in itself constitute' a usef -side subsidy scheme,. -In El' Cajon, California, 

for example, users buy 50(? tickets and usexthem to purchase taxicab ridfes., 

' f ' " * ' - - • ■ ' ^' ' ' * . -ii-^ 

costing arbund $1.50, but the taxicab" operator is. paid by, the-Qity accopd;- 

to the occupied taxicab miles^ service provided, rather than according to 

the trips- made by the riders^- in Joplin, Missouri, the City -purchases $5 

and $10 taxicab coupon, books fr^^ tke taxicab operator, and then makers- them 

av-aolable to low income resident^ at a 70 percent discount. Thus the taxi 

•opei:ator ge.ts paid for the tickets whether or not they are actually used. 

Since the payment to the ^axicab operator is not ^elated directly to each 

person,-trip actually made in these examples, these subsidy techniques would 

' ■ i , '\ 

fall int5j;;the categpry of provider-side, subsidies. 

The statewide Trai^sportation Remunerative Incentive Program (TRIP) in West 
r ^ . - ^ ' - 

Virgirii^ combines both user-side" and provider-side subsidies -to improve the mo- 

bility of income elderly persons,^ The* user-side subsidy portion enables ^ 

low income elderly to purchase $8.d0 worth of tickets monthly oiTa sliding fee 

^cale dependent on income. Agreements have been worked out with public and 

private .transportation proviifers 'across the" state including transit and* taxicab 

operators, Greyhound bus Tines^>^^^ AMTRAK rail service to accept these tickets 

at face value *as payment of fares. The provider-side -subsidies. wiU cov^r 

capital antf operating expenses for certain providers. TRIP is being funded 



jointly by the Department of Transportation and tjj£_ Depar^tment of Health^, Edu-* 
»"catiop, and Welfare; ' ' ' . ' "* • , 

A user-side subsidy prog.ram wa^ adopted in May of ^19/^5 by the State of 
^ew Jersey to allow elderly and handicapped persons to travel- for haff ^are ' 
during off-peak 'periods _ott intra-State "bus and .xail lines. Ticket books con- 
taxtiing 50 tickets are distribvited free to eligible persons through barik^s. 
When;j^king a tr4p, the user* gives \he provider the Half fare in cash along ' j 
with one ticke^'. The -provider 'then submits th^ ticket to the State f or pa^^ej^^: 
of the reiSkinder of the fare. ^' • ^ ' - 

Demonstration projects fund)ed if^ the Urban Mass Transportation Adntinistra- 
tion_(tJMTA.) have' been designed to permit a comprehensive evaluation of the us6r- 
Side subsidy tachnique as applied to, public transportation. The first demon- 
stration project, initiated in Decembet of 1975, provides shared taxi services 
at reduced fares for the handicapped and elderly in the City of p^tiville, 
Illinois^Cpopulation 45,000): An eligible, user pays 25» percent of 'the tbci ^ ^ 
fare in-cash, and sign§ a voucher for the remainder of the fare which the pro-'/ 
vider subsequently receives from the'city*. 



e 



;0f the 7,500 j^esidents of Danville who are eligible for t^e user-side 
subsidy program^oughly one-third have -registered with the city to obtain* 
identification cards. (About half of tKdse receiving cards have^'yet to use 
them apparently keeping them for occasional or emergency use only.) A maxi- 
mum of $20 worth of taxi se2;vice per month is permitted any one individual under 
^the program/and^ the City accumulates costs incurred by each '^eligible person 
to check fdr overuse. ^ResponseKto the scheme, has exceeded' expectations, to the 
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point where over 20 percent of the r^dership on the city^s taxi system is 
currently supported by ^the user-side subsidy program. , Service levels have . 
been high, and the two (taxicab providers have placed additional vehicles in 
service as the need has arisen. Th^re have been no serio^ ^administrative 
.^problems"^--" payment to. the providers by the City appears to /'proceed^ -smoothly < 
/.^;j^tid; there has-been no evidence of fraud. A detailed evaluation of the proiect 
currently being- conducted will, be available as a guide to other cities on ad- 
m ministrative procedures,, costs service levels, and/ridership. ' 

Two other UHlA demonstration projects are currently under development in 
^ somewhat;; larger cities.^ In >Iontgomery, Alabama (population 133,471), ^Iderly and 
handicapped residejits' will be v^ble to use shared-ride taxi or conventional bus 
services for half-fare through a user-side subsidy program* Four' large taxr 
companies and several smaller operators .are "expected ,tcK p^tl^ipate in- the pro- 
gram, along with the ^blicly-owned Montgomery Area Transit System. For>-^hared 
taxi rides, eligible useijftwill pay half the fare in c^ash and sign a voucher for 
the- remainder the- procedure used in Danville, "por bus rides, however^ the" 
users will pay halOh'e fare in cash, and each Kalj^ fare trip will be recorded 
by the driver. The transit system will then receive the remainder of the^fares 
from the City based on 'the trip records maintained by the bus drivers. Special 
efforts are \)eing made by the planning staff in Montgomery to involve several 
social -agencies, in the program, with an eye to identifying and coordinating^ 
_,funding to support the program after the demonstration period.. ' 



An UMT^ demonstration project in Lawren^.e, Massachusetts (population^ 66,915) 
transportation tickets as a user-side subsidy medhanism to provide 
reduced faired to^ the eiderly and handicapped on shared taxi ^nd privately-owned ' 

* * ^ » ' . . ' ^ ^ 

fc* . . . .16 • ■ : \ ■ 



tt;4nsit sairyiGes, Books of*25^ tickets will\e sold at half price. to the 
eligible usj^rs; with a monthly limit bV individual.. UsWs will be able to 
^obtalji a bus ride for one ticket (coasting the user IS^Sc) and.a shared, taxi 
ride for four or five tickets, depending 4)n the trip -Ifihgth. The taxi and bug 
operators will, submit used tickets to the City for payment^ This project in 
Lawrence will^proyide an opportunity for examination of the administrative, 
effort assogiiated with the distribution .and collection 'of. ticketsV" a^procedure 
.which Danville and Montgomery rejected in 'favor of the ^ucher schem^ 



/ 



^^s.er-side subsidy applications to da^e suggest a favorable piy^gnosis ^or- 
•this subsidy approach in public trans"^t1:a,ti<m/ Service levels for the client 

^roup^ have been .good, and^administr^ive .requirements have not been too burden- 

/ '-■'^ " . ' ^ K ' ' . -y 

'. some.' Furthermore^^. ,it has been possible to involve existing transportation pro- 

viders in offering subsidized" services in a way which preserves the. level of 

competition between them,.. All the providers hdve an opportunity to serve the 

client ^oup, and the city ils no,t totally dependent on arty one provider. Demon- 

s.tr«a^n projects currently planned or underway will permit k detailed evaluation 

of this 'g^pproach under a variety of conditions when results )ecome available. 



Applications of the user\side subsidy to date ift^public transportation 

^ have been concerned primarily with providing reduced flares for felderly and 

\ handicapped groups on shared taxi an4 fixed route bus* services. A number 
* ^ " \ ' . - 

of Other promising, ap^)licat ions, which ^parently; have not yet been tried, 

will be discus sed>briefly In thfs^ sec^i^. .-^^v^ ^ ' • . 



SeWin^-^e Semi-ambulatory knd^-the Whe elchair-bt)und \ ' 

One sub -group of, the transportation disadvantaged not provided for to 

■ ' y • I ' / 

date in user-side subsidy projects is that of persons requiring special as- 
Sxstance or special^y/^Muipped vehicles, such "as semi -ambulatory ijersons 
and those confined .to wheelchairs-, -Regulations -recently issued by the U 
Department of Transportation require that the transportation needs of these 
) persons be addressed." 'Xransport'ltion improvement plans submitted to UKTA 
after September 30,. 1976 are required *-t:o^>c©ntain " . . projects or project 
. elements designed trb iD.enefit .^erderly Jld handicapped persons , * specif ically 

including Vheelchair us'ers anSi' those with semi-ambulatory capabilities . 
^ The guic^elines inclifde^.fi' few exa^les of efforts which would satisfy .the re- 
quirements, one of which '^mpXcry^kJ t^e. user-side subsidy approach^ 

y . , ^ * " . 

"A^system, pf.ahy design/-that would,,assure that- every' wheelchair 
; - .user or semi-atobulatory person 'in the urbanized, area would have 
' li^blic transportatiori available if requested for lo' round trips' 
per veek aC, fares comparable tp thpse wfiich are charged on stand r . 
ard transit.i.uses. for; trips of^ s^imilar len^gth, within the^ service 
area of the public transportation authority. .The sysliem could, 
for example,- provide, trip 'Coup9,ns to individuals who would then- 
purchase the needed ^service. '\ 11/ - ' ' 



10/ 
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_ Surveys taken recently in a number of states haT>e revealed a surpris- 

ingly large number of independent providers .equijJp^d to serve the semi- 

'ambulatory and the vheelehair-bound. Some taxicab operators have a few 

* \ , 

specially equipped vehicles in their fle'ets, and a number of private opera- 

tors have fleets of such vehicles devoted exclusiv^y to serving client 

groups Vith special needs. The major problem for client Vroups using these 

services is that, because costs t^o the providers are high,y fares ire usually_^ 



very high (perhap^-^-foijaLjor^^f^ times the prevailing: taxi fares) • The user- 
side subsidy approach could reduce tli6 costs to the users while ensuring \ 
that the providers are adequately compensated, j^nd^ would encourage providers 
to tailor their services to the needs of the client group/ iir m£iny^ "areas 



this approach would obviate the n^ed for establishing separate transporta- 

/ / 
tion systems exclusively for .client groups with special ne.eds. 
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. Coordinating Several Funding Sources 

In cities, where several different agei^cies have transportation assis* 
tance funds to disbursfe, the userrside. subfeidy approach provides a means for 

ensuring efficient and effective use of each agency's resources. One central 

/ J 

office could be est^iblished to administer the user-side subsidy program* for 
public transportation. This^ of f ice would be responsible for issuing ^numbered 
transportation tickets to the -various fpnding agencies. The agencies Vpuld 
then make the tickets available to their owiv client groups Under prices and 
conditions cqnsis.tent with their particular program objectives. Members of - 
the client groups would use the tickeps to purchase transportation servic'^es 
from the providers of theiiJ choice l^nd the providers vould^ turn the u3ed 
pickets in to the central office for/ reimbursement. Finally, the central 
office would bill each agency for' those used tickets which- the agency had 

19 ■ , " 
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been tesponsibXe for distributing. 



Channeling all of the transportation tickets and transportation assls- 'j 

. ^ ' : ' ^ . ^ ^ ^ ' , . f 

tance funding through one central ' of f ice would' permit a variety of cost- ^ /' 

• ' " * ♦ ^^^^ . 

sharing arrangements between different , funding agencies. As part^.'Of.a'.pity^ ' ' 

\ ' ' /y .< — • J' ' 

wide publie transportation programf. for example, a city might Jw^fsh'^(to :c'onm//b'f-'/'i7'f'f 

general funds to paying half of the fare for bui services fo^-all^l^' ^I^IJjj^^ 

dents. A senior citizens home might wish to cover the remainder^cSf the 

for its client group."^ The central office could develop the appropriate! i\l 

billings to the city and the senior 'citizens home based on the used trans-'.'. ' i 

portation tickets turned in by the providers. * . . . 

^' ' • ^ ' > ; 

* A wide ^a^ge of providers could be involved in such a coordinated user- 
side i^ubsidy program: private taxi-cab and limousine operators, conventional 
transit systems, specialized profit and non-profit providers, with vehicles 
equipped' for the semi-ambulatory 'and wheelchair-bound,, and even private 
individuals operating -in volUhteer capacities. Rates of- fare and iew-^^ 
- standd^ds wpuld be establi^jjed for ^ the different providers, anl^^i vary ", 
from inexpensive volunteer services available only^infrequently to quite 
expensive an4 high quality shared taxi services. Users" could be given a " 
certain budget of reduced rate tickets, per month and .be "free to u^e them in 
whatever mannef best met their, needs. ' ^Some users such as the wheelchair- 
bound who need ?he more expensive services with specially equipped vehicles 
might be given larger budgets than those able to vise conventional services. 
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Combining Provider-side and User-aide Sabsidies 



Some of the major tran^ortation assistance ^progr^s currently avail-, 
able, such as the UMTA Section 3 and Section 16(b)(2) programs, earnlark 
funds for particular types of jiroviders 'or types 'of transportation expendi- 



j / ' ' r « 

tares -in ways which preclude the disbursement of these funds througli.'user- 

side subsidy mechanisms. Earmarking funds for capital equipment -is common 
% / ^ ' ' 

in transpbrtation assisttod^ programs, - for example. ' While the wisdom of ^ 

this .kind of earmarking is somewhat doubtful (as will be discussed later), 

from a practical point of view cities are likely to have to dekl witl)"it 

as best they can for at least the next fe\9 years!' '* ' % 



One approach which offers some prospects for avoiding the m^jor inef- 
ficiencies of earmarking by capital equipment is^ to combine this type of ^ ^ 
provider-lid^ subsidy with a user-side subsidy scheme. 



city dould estab- 



lish a central vehicle fleet with the"^ aid of UMTA, state; or other funds . 
aixd'^'l^a^a the vehicles at nominal rates to^ providers operating in the city. 
Agreements could be develop^ed along the lines used by the ISrge c;a-r rental' 
and leasing companies such as Hertz and Avi^, with the cit y be ing ,the lessor 
and the piroviders the lessees. . Ve^iicles 'couid'be made available to ^any and 
all providers willing to meet the city's regulatory requirements. 

Making capital equipment avai:^bi,e[^^4:o providers at nominalT^a tiers would 
reduce their costs to some extenCi^n'd permit them to operate with .somexmat 

lower fares. Should these fares still prove too high for some purposes, a. ^ 

^ ' >■ * ~ ^ %. 

> user-si'de subsidy technique could be employed to permit various funding, 
-agencies to subsidize 'riderghip^ fcHT* their 'particular client groups.' 
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One particular application of the user-si4e subsidy in .combiu^tion y/kth 

. \ ^ . ► . * i r ■ 

provider- side"^ subsidies might be of Interest in large metropolitan 4reas ^- : 

with regional transit systems supported by^ number of different iurisdic- 

4 ^ . 

tions. , Th^ prevailing fare structure might be publicly suppoYte'd for all ' 

resideats of the region (a^- is common) by provider-4ide subsidies in tTie 

.'tonn of capital grants and' additional subsidy fund^ to cover operating defidits* 

/ \ : *^ 

Suppose one Jurisdi(5:tion, in the region wished to institutes further f|fe ire- 



duction for pldeMy' and'' .handicapped residents, but that other jurisdictions; • 
vere not vilUng to supnbrt the ^idea regionwid^. The 'one jurisdictioti could' • 
institute a us,er-side -sibsidy scheme for Its elderly and handicapped resi-'^''^.^ 
dents by making reduced ratepickets available for use on the regiorta^ tMnsit 
'system. The transit management -could ^hen obtain reimbursement fpr'.ttie tickets 
from- the jurisdiction, fe?ithout having to \involve other 'jurisdictions in th^ t 
scheme at all. Such, aii, Approach vould*-^ a' convenient ^ay of giving individual- 

« a? / • . s 

jurisdictions some discretion over the use of their subsidy funds without 
. getting involved in highly complex "deficit-splitting" formulas. ^ 

- Stj^mulating Nev Services - , ^ - 

The- uset5^side subsidy ; concept is a relatively ^simple one ^here the aim is ' 
•to off^i^ifeduced fares to -certain client groups on existing services . Suppos^ ' 
hovever, that a city vished to .provide low fares on scheduled, fixed 'route 
. service^ for all city residents, but that no fixed route services current! 
existed in the citry. Coul4 the user-side subsidy technique be api^ied in t 
situation? In principliB, it could | though we know of no cities wMch have 




taken this approach Z^^' ^ ' ' 



The city could announce that tickets VQuld be available to all residents* 
*at fSc each, say, for use on fixed route services, and that providers^ who ;^ 
offered such service could V^deem used tickets from the dity for some higher 
' value Such as 50' or 60c. If* th6 ticket redemption value were set high enough, 

some transportation providers in the, city or in nearby cities cOiildobe ex-» 

• ^ ' ' : 

pec ted .to ^how interest? in offering the servic^es.*- Agreements 'could be de- 
veloped between the city and responsible providers on routes and schedules 

- - \ . ' ' • ■ . ■ - 

to be»o^fer§d, ano/the city could control service coverage and fare leyels 
through the '«*edemption ,yalue of the tickets, " . - , • 

The^btential of the^ user-side subsidy as a means of stimulating n^w 
services is very uncertain at present. It may be/ that the administrative 7 
'cotnplexity .inxi^olyed would more than offfeet.the potential advantages, of this 
approach ove't traditional- provider-side subsidy schemes- The idea seems to 
have enough promise, however ,%:o warrant ^.a test in a city seeking to establish 
new publit transportation^'-services . . , 
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An assessment tff experience to date with user-side subsidies and a review 

Of promising new Applications together argue for wider application of thi/s.- - 
^ ^. ' . ( ^ , ^ • 

technique for subsidizing public transportation services. Where client groups 

from several different assistance, programs can juse th!e same public transportation 
services^ arid facilities, user-side subsidy technique^ provide a convenient means ' 
for pooling resources from the different programs and avo^in^ unnecessary dup-* 
lication,of services.- This feature of the usejr-side subsidy technique is of 
particular Interest at present, when different government agencies are .seeking 
ways to coordinate their objectives and resources. The^ are a number* of leg- 
islative and administrative barriers, however*, which inh|bi^wider application 
of user-side .subsidy techniques^'and generally militate against efficient use 
of transportation assistance funds/ ^ ' 



v< 'Prog^am^such as that administered under Section 16(b)(2) of the Urban Mass ' 

Transport|^X)n^^ct which earmark funds for capital expenses preclude the delivery 

of assistanceHhrough user-side isub^idy techniques -- all of the assistance must 

be delivered in the form of vehicles or' o'ther capital equipment. This kind -of 
>,» ^ . . * . 

earmarking is usti^ily justified on ,the grounds that allowing funds to be used 

- 5 . ' . 

for operating asMstance invites inefficient operat^g practices and increased 

labor costs. It can equally well be argued, however, that capital assistance 



encourages||over-expenditure on new c^apital equipment anci neglect of preventive 
maintenance. And since capital assistance allows more state and local funds 
and farebox 'revenues to be ^sed for operating expenses, operating inefficiency and 
labor cost escalation are* still possible outcomes. In thd case of programs ^ 
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with earmarking by client group, restriction of funds to capital assistance " 
encourages the establishment of separate transportation facilities and services 
for feach group; buses f)ui?chased for use by the handicapped under a certain in- 

i • ■ . 'O ' • 

come level may remain idler while a separate fleet serves a broader 
grojip of elderly and handicapped persons, for example. \ 



^ Of the, dlmost $1,2 billion provided for jnass transportation over the 6-year 
^peribd through JL980 under the Urban Mass Transportation Act, roughl^ two- thirds, 
. is earmarked by the Act for capital expenditures under Section 3,' while the 

remaining one-third can be used under Section 5 for either capital or operating*^ 
expenditures. Interestingly enough, the administration in mid-1976 has been 
attempting to limit the use of half of the Section 5 funds to capital expendi- 
tures, citing the familiar concerns ab6ut operating inefficiencies .and labor 
cost escalation. Continuation of this policy of encouraging vehicle purchases > 
l5Ut withholding operating assistance raises the spectre of numerous large and 



small agencies around the country with shiny new vehicles -which they cannot ,.rT^ 
- afford to operate. In attempting to guard against operating inefficiency and 
labor costs, the capital restriction is clearly, creating severe problems of Its • 
own. In our judgment, it is time to re-examiiie the wisdom of earmarking funds 
for capital ^ssiatance, particularly for programs aimed at certain, client groups 
such as the elderly and handicapped. • - " ' 

Earmarking of tratisportation ^assistance funds by provider-type is alTo a 
troublesome constraint oa efficiency in service provision. The UMT^ Section 
16(b)(2) program which earmarks funds for capital equipment as discussed above • 
also earmarks^ funds for a particular group of providers; non-profit dgencie^. 
The language of the Urban >Jass Transportation Act appears to sanction X^b)(2> 



expenditures only after existing providers such as bifs. and taxicab operators 
have been foun<J unable, to provide adequate services for the elderly and^ handi- 
capped*. In- practice, however, funds' have been disbursed under 16(b)(2) directly 
to ^the states for use in assisting non-profit agencies without adequate inves- 
tigation of the capabilities of existing providers. 

Thg expenditure of over $20 million in fiscal year 1975 on vehicles foir 
non-profit agencies brought cries of protest from taxicab and transit operators 
whc claimed that they had not been given an opportunity to pffer subsidised 
services to the elderly and handicapped, and that the newly outfitted nOn- 
profits were cutting into exfsting taxicab and transit business* ^ Several caB.es'' 
^ have been reported of non-profit agencies receiving vehicles which they were 
unable to maintain and operate, while existing taxicab and transit operators 
willing and able to ^offer s^er^ice .to the elderly and handicapped were denied 
access to public financial a^istance. Clearly, this kind of prOvijSer-side sub- 
sidy earmarjced f^r non-profit^ providers .leads to ine'f f iciency in service pro-- 
vision, and may well Jeopardize the financial viability^of one grouj^, of providers 
especially suited to serving the elderly and handicapped; t/e taxicab operators. 
The user-side subsidy tecfinique, on the >other hand, would give all the existing '* 
dnd potential providers, profit and non-profit, an ojJportunity to offer subsi- 
dized service. to the^elderly and handicapf^ed. . ^ J 



If it is accepted that earmarking of^ funds for* one provider group leads to 
inefficiency in service provision, ole may ask why sjo much assistance has been 
disbursed in. this way oyer ; the last 'f^w years, and why in particular the states 
proceeded with -so"* much 16(b)(2) assistance to non-profit agencies in fiscal 
year 1575. Even though these funds could' not have' been "disbursed through user- 
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side subsidies because of earmarking for capital expenses, could'' they not have 
been used to purchase equipment for lease to private busJtaxicab and limousine 
X — I^roviders already serving the elderly and handicappedT'^^^The answer to this 
question is that it is much easier (^1 disburse funds to non-profit agencies 
under 16(j5)(2) than to, assist other providers, because section 16(b^(2) pro- 
_ jects can be funded without the labor prote^tAon assurances usually required 



T 



under section 13(c) of the Act/ 



Section 13(c) specifies that the Secretary of Labor must be satisfied that 
for each project- funded under the Act (except those funded tpder section L6(b)(2)) 
arrangements hav^ been made* "to protect the interests of employees affected by .such 

12/ • 

^ssjL:stance." Xhe development of such arrangements ^o.f ten involves complex ^abor 

negotiations whiph-can delay and even preclude funding of particular projects. 

Thus the administrative hurdle of 13(c) labor protection currently encourages 

, ^ . ^ ^' . _ 

the disbursement of funds under section 16(b)(2), which contains the two type.s ^ ' 

' ,1 - 

of earmarking most detrimental to efficient service provision; by capital ex- 

penses, and by provider- type. 




One section of the Urban Mass Transportation Act which offers significant 
hope for efficient service' provision is section 5. As 'd^cussed earlier, this 
section provides funds which can be used to cover capital or operating expenses. 
These funds could presumably be disbursed through a user-side subsidy tec^hnique 
to support low fares for any services which qualify as "ma^ transportation;" 
shared-ride taxicab services as welfl as fixedly route transit services, for 
example. Though no section 5 funds have been used to date to fund user- side 
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subsidy projects, at least one applica'^^on is Spending and seems likely to be 
funded within a few months. * I 

yhe^above discussion identifies two kinds -of earmarking of transportation 

funds as the major barriers^ to efficient service provision; by capital expenses 

and by provider type. • One other! practical impediment to efficiency apparently 

arises^ tlirough the "tiirf protection^' attitude taken by some' program agencies 

» * I' 

when pooling of res\3urce^. with other agencies is suggested: 

.'^Frequently attitudinal barriers among human resources agency staff 
at the service delivery level grow in the name of target group 'ad- . 
vocacy' (or federal restrictiveness ' ) when, in truth, selfishness 
is the real cause of a transportation provider's unwillingness to 
share vehicle space for a fee. "13/ 

For some local agencies, the ddsire to Tiave separate transportation' services 
for their ownvclient groups apparently outweighs concern for efficient use of 
program funds. To overcome this problem, those authorizing and administering 
transportation ussist;ance programs at the state and federal levels may have to 
develop regulations which ifequire loca'l agangies to take advantage of worth- 
while opportunities to pool their resources,' ' ' 

Programs which earmark funds by client group or .by transportation service 



type present no inherent barriers to efficient service provision, particularly 
where the uset-side subsidy technique is used. (Whether or not such earmarking 
is consistent with progr^ objectives is open to question, of course, iand must 
be debated by those responsible for designing the programs in the 'first place.) 

It seems likely that a variety of federal, state, and^ local agencies in the 

^ ' . <• ^ ' * ' * ' ' ^ 

U*S. will continue to assist different client groups ^ to obtain various types 

1 /g-" 



13/, 



U.S. Department of Health, EducatJ.on,*and Wel^e (1976). 
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of transporta:tiou ^services • The concern of the present paper is that these 
services be provided in an efficient manner. If agencies administering the 
programs have the optiort of disbursing fundis through user-side subsidies, they 
will be ^ble ta take advantage of existing transportation providers when CM^e 
providers can meet the needs of their client groups efficiently. When. the 
-agencies can best serve the^ir client grou{)s by establishing a separate trans- 
portation service (Often the case when volunteer services^e available, "^or 
example), they should, of course, still be ^j^e to do sq^ 



/ 
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CONCLUSION * ,> " - •'" 

Where local agencies are able to use transportation assistance, funds to 
>upt>6]^ lower fares pn existing services, the user-side subsidy -technique has 
much to recommend 'it. All existing (and potential) providers ^can have an op- ' 
^ pbrtunity serve the client groa^' and those which provide the.best service 

J . ; . . . 

J to particular users will presumable be rewarded with increased patronage. The^ - 
business generated by the client'^roups of different agencies should contribute 

, to'the financial health .of tjfie providers and result'^in impraved service for ^11 
the, traveling pulilic in the community. ' " " 

. ■ y ^ 

.Experience with the user-side subsidy in a number of small communities'^ 
sujggests that administrative costs are not particularly burdensome. Further; 
with the relatively small, number of providers involyed to daje there^has been 
. no indication of fraudor^of other abuses. It has been possible to control 
costs of the user-sid^^-subsidy programs >y varying the^ eligibility criteria for^, 
the client group, the fraction of the total fare to be paid by the user, and ' 
(?he maximum Sub sid^ payment available to one individual per month. Further 
demonstration projects under development by JJMTA's Service and Methods Demon-* 
stration Ptogram will^'test the user-side subsidy technique in larger communities 
under a variety of different institutional arrangements, and shoul4 provide - 
useful ^information fcyr agencies admiSstering transportation- assistance'programs. 

'-'^^'^rogra^is which earmark funds ,by tjrpe o^ transportation expenses, (capital . 
versus, operating, for example) or by provider type (profit versus non-profit) ' 
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disSourage or prohibit local agencies from adopting' the us'er-side subsidy 6p- 
prpach, and often, lead the agencies to duplicate existing transportation ser- 
vices -at high cost. Respite thesa legislative ^ administrative impediments 
^tp wider application of user-side subsidies, a great many transpol^ation assi#p 

. tance programs currently do have the flexibility to' use this technique. Hope- 
fully, agencies administering transportdlion assistance programs will give 
serious' consideration to this Approach in- designing and modifying .the delivery 

' systems for their programs. 
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